
audited cost reports in the NIS database that are issued by 
the Department on or before March 31, 1996, of the July 1 
price setting period, the Department will use all available 
audited cost reports in the NIS database. 

(iii) If an Intergovernmental Transfer Agreement has not been 
executed on or before January 15, 1996, and the State Plan 
Amendment with sufficient funds to carry out the terms of 
subparagraph (ii) has not been approved by HCFA, the net 
operating prices in year 2 of implementation will be established 
based on the provisions contained in subparagraph (iv). 

(iv) The net operating prices for year 3 of implementation and 
thereafter will be established based on the following: 

(A) Audited nursing facility costs for the 3 most recent years 
available in the NIS database adjusted for inflation. This 
database includes audited MA-11 cost reports that are 
issued by the Department on or before March 31 of each 
July 1 price setting period. 

(B) If a nursing facility that has participated in the MA 
Program for 3 or more consecutive years has fewer than 
three audited cost reports in the NIS database that are 
issued by the Department on or before March 31 ofeach 
July 1 price setting period, the Department will use reported 
costs, as adjusted to conform to Department regulations, for 
those years not audited within 15 months of the date of 
acceptance, until audits have been completed and are 
available in the NIS database for price setting. 

(C) If a nursing facility, that has not participated in theMA 
Program for 3 or more consecutive years, has fewer than 
three audited cost reports in the NIS database that are 
issued by the Department on or before March 31 of each 
July 1 price setting period, the Department will use all 
available audited cost reports in theNIS database. 

(V) Subparagraphs (ii)@), (iii)and (iv)(B) do not apply, if a 
nursing facility is under investigation by theOffice of Attorney 
General. In these situations, the Department will use a maximum 
of the three most recent available audited cost reports in theNIS 
database used for price setting. 
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(vi) A cost report for a period of less than 12 months will not be 
included in the NIS database used for each price setting year. 

(vii) During the second calendar quarter of each year, prior to 
price setting, cost report information will be indexed forward to the 
sixth month of the 12-month period for which the prices are set. 
The index used is the most current HCFA Nursing Home Without 
Capital Market Basket Index. 

(viii) Resident data as reported on the Federally approved PA 
specific MDS will be used to determine case-mix adjustments for 
each price setting and rate setting period. The resident data 
requirements are specified in 51187.33(a) (relating to resident data 
reporting requirements). 

(2)  Capital costs. 

(i) The fair rental value will be established based on the most 
recent nursing facility appraisal report. 

(ii) Real estate taxes or reasonable payment made in lieu of real 
estate taxes shall be paid on the basis of actual costs as audited 
on the most recent audited cost report in theNIS database used for 
price setting. 

51187.92. Resident classification system. 

(a) The Department will use RUG-Ill to adjust payment for resident care services 
based on the classification of nursing facility residents into 44 groups. 

(b) Each resident shall be included in the RUG-Illcategory with the highest 
numeric CMI for which the resident qualifies. 

(c) The Department will use the RUG-Ill nursing CMI scores normalized across 
this Commonwealth's nursing facility residents. 

(d) The Department will announce, by notice submitted for recommended 
publication in the Pennsylvania Bulletin and suggested codification in thePennsylvania 
Code as Appendix A, the RUG-Ill nursing CMI scores and the PA normalized RUG-Ill 
index scores. 
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(e) The PA normalized RUG-Ill index scores will remain in effect until a 
subsequent notice is published in the Pennsylvania Bulletin. 

(9 Resident data for RUG-Ill classification purposes shall be reported by each 
nursing facility under s1187.33 (relating to resident data reporting requirements). 

§I187.93. CMI calculations. 

The Pennsylvania Case-Mix Payment System uses the following three CMI 
calculations: 

(1) An individual resident's CMI shall be assigned to the resident 
according to the RUG-Ill classification system. 

(2) The facility MA CMI shall be the arithmetic mean of the individual 
CMls for residents for whom the Department paid an MA day of care on 
the picture date. If there are no MA day of care residents in thefacility on 
a picture date, the Statewide average MA CMI shall be substituted for rate 
determination under §1187.96(a)(5), (relating to price and rate setting 
computations). 

(i) If a resident is discharged on the first day of the second month 
of the quarter, that resident's CMI may not be included in the case
mix calculation. 

(ii) A hospital reserved bed day may not be counted as an MA day 
of care. A therapeutic leave day that satisfies the conditions of 
$1187.104(2) (relating to limitations on payment for reserved beds) 
will be counted as an MA day of care. 

(3) The total facility CMI is the arithmetic mean of the individual resident 
CMls for allresidents, regardless of payor, admitted and present in the 
nursing facility on the first day of the second month of thefirst quarter of 
the calendar year. If a resident is discharged on thefirst day of the 
second month of the first quarter of thecalendar year, that resident's CMI 
may not be included in thecase-mix calculation. 
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61187.94. Peer grouping for price setting. 

To set net operating prices under the case-mix payment system, the Department 
will classify the nursing facilities participating in the MA Program into 14 mutually 
exclusive groups as follows: 

(1) Nursing facilities participating in the MA Program, except those 
nursing facilities that meet the definition of a special rehabilitation facility 
or hospital-based nursing facility, will be classified into 12 mutually 
exclusive groups based on MSA group classification and nursing facility 
certified bed complement. 

(i) The Department will use the most recent MSA group 
classification, as published by the Federal Office of Management 
and Budget on or before April 1 of each year, to classify each 
nursing facility into one of three MSA groups or one non-MSA 
group. 

(ii) The Department will use the bedComplement of the nursing 
facility on the final day of the reporting period of the most recent 
audited MA-11 used in the NIS database to classify nursing 
facilities into one of three bed complement groups. 

(ii) The Department will classify each nursing facility into one of 
the following 12 peer groups: 

Peer Group # MSA Grow 
A 
A 
A 
B 
B 
B 
C 
C 

C 

non-MSA 
non-MSA 
non-MSA 

## Beds 
> or = 270 
120 - 269 
3 - 119 
> or = 270 
120 - 269 
3 - 119 
> or = 270 
120 - 269 
3-119 
> or = 270 
120 - 269 
3 - 119 

(iv) A peer group with fewer than seven nursing facilities will be 
collapsed into the adjacent peer group with the same bed size. If 
the peer group with fewer than seven nursing facilities is a peer 
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group in MSA B or MSA C and there is a choice of two peer groups 
with which to merge, the peergroup with fewer than seven nursing 
facilities will be collapsed into the peer group with the larger 
population MSA group. 

(2) To set net operating prices under the case-mix payment system, the 
Department will classify the nursing facilities participating in theMA 
Program that meet the definition of aspecial rehabilitation facility into one 
peer group, peer group number 13. Regardless of the number of facilities 
in this peer group, the Department will not collapse the peer group of 
special rehabilitation facilities. 

(3) To set net operating prices under the case-mix payment system, the 
Department willclassify the nursing facilities participating in the MA 
Program that meetthe definition of a hospital-based nursing facility into 
one peer group, peer group number 14. Regardless of the number of 
facilities inthis peer group, the Department will not collapse the peer 
group of hospital-based nursing facilities. 

(4) Once nursing facilities have beenclassified into peer groups for price 
setting, the nursing facility costs will remain in that peer group until prices 
are rebased, unless the provisions of paragraph (5) apply. 

(5) Paragraph (3) sunsets on the date that amendments are effective in 
Chapter 1163 (relating to inpatient hospital services), to allow for the 
inclusion of costs previously allocated to hospital-based nursing facilities. 
Subsequent tothe effective date of the amendment to Chapter1163, the 
Department will classify hospital-based nursing facilities in accordance 
with paragraph (1). 

s1187.95. Generalprinciples for rate and price setting. 

(a) Prices will be set prospectively on an annual basis during the second quarter 
of each calendar year and be ineffect for the subsequent July 1 through June 30 
period. 

(1) Peer group prices will beestablished for resident care costs, other 
resident related costs and administrative costs. 

(2) If a peer group has an even number ofnursing facilities, the median 
peer group pricedetermined will be the arithmetic mean of thecosts of the 
two nursing facilitiesholding the middle position in the peer group array. 
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(3) If a nursing facility changes bed size or MSA group, the nursing 
facility will be reassigned from the peer group used for price setting to a 
peer group basedon bedcertification and MSA group as of April 1, for 
rate setting. 

(4) The Department will announce, by notice submitted for recommended 
publication in the Pennsylvania Bulletin and suggested codification in the 
Pennsylvania Code as Appendix B the peer group prices for each peer 
group. 

(b) Rates will be set prospectively each quarter of the calendar year and will be 
in effect for one full quarter. Net operating rates will be based on peergroup prices as 
limited by 31187.107 (relating to limitations on resident care and other resident related 
cost centers). The nursing facility per diem rate will be computed as defined in 
§1187.96(e) (relatingto price and rate setting computations). 

(1) Resident care peer group prices will be adjusted for the MA CMI of 
the nursingfacility each quarter and be effective on the first day of the 
following calendar quarter. 

(2) For the period of January 1, 1996, through June 30, 7 996, each 
county owned and operated nursing facility, as defined in 5 1187.2 
(relating to definitions), receiving a county nursing facility rate as of 
June 30, 1995, will be provided a transition rate. The transition rate for 
each county nursing facility for January 1, 1996, through June 30,1996, 
will be thehigher of the facility case-mix rate for that quarter or a 
December 31, 1995, facility blended rate, 

(i) The blended rate is calculated by multiplying the 
skilled/heavy care rate on file as of December 31, 1995, by the 
number of skilled/heavy care days as reported in the county 
nursing facility’s most recently accepted cost report; multiplying the 
intermediate care rate on file as of December 31,1995, by the 
number of intermediate care days reported in the county nursing 
facility’s most recently accepted cost report; summing these 
products and dividingthat sum by the number of skilled care, 
heavy care and intermediate care days as reported in the county . 

nursing facility’s most recently accepted cost report. 

(ii)The rateestablished in subparagraph (i)will be trended 
forward 3 months from January 1, 1996, to March 31 , 1996, by a 
factor equal to the HCFA Nursing Home Without Capital Market . 
Basket Index as published in the second quarter 1995 issueof the 
DRI McGraw-Hill publication Health Care Costs. 
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3. 	For the period July 1, 1996, through June 30, 1997, transition rates for 
county nursing facilities will be the higher of the case-mix rate for each 
respective quarter or a facility blended rate calculated in accordance with 
paragraph (2)(i) and (ii), trended forward 9 months from April 1, 1996, to 
December 31, 1996, by a factor equal to the HCFA Nursing Home 
Without Capital Market Basket Index as published in the fourth quarter 
1995 issue of the DRI McGraw-Hill publication Health Care Costs. 

4. 	For the period July 1, 1997, through June 30, 1998, transition rates for 
county nursing facilities will be the higher of the case-mix rate for each 
respective quarter or the facility transition rate identified in paragraph (3), 
trended forward 12 months from January 1, 1997, to December 31, 1997, 
by a factor equal to the HCFA Nursing Home without Capital Market 
Basket Index as published in the fourth quarter 1996 issue of the DRI 
McGraw-Hill publication Health Care Costs. 

5. For the period July 1, 1998, through December 31, 1998, transition 
rates for county nursing facilities will be the higher of the case-mix rate for 
each respective quarter or the facility transition rate identified in 
paragraph (4), trended forward 9 months from January 1, 1998, to 
September 30, 1998, by a factor equal to the HCFA Nursing Home 
without Capital Market Basket Index as published in the fourth quarter 
1997 issue of the DRI McGraw-Hill publication Health Care Costs. 

6. 	For the period January 1, 1996, through June 30, 1996, general 
nursing facilities other than hospital-based, special rehabilitation and 
county nursing facilities, will be provided a transition rate. The transition 
rate for each general nursing facility for each calendar quarter during the 
time period January 1, 1996, through June 30, 1996, will be the higher of 
the facility case-mix rate for that quarter or a July 1, 1994, facility blended 
rate. The facility blended rate is a composite of the skilled care and 
intermediate care interim per diem rates in effect on July 1, 1994, 
weighted by the reported MA days associated with the respective acuity 
levels. 

51187.96. Priceandratesetting computations. 

(a) Using the NIS database in accordance with this subsection and s1187.91 
(relating to database), the Department will set prices for the resident care cost 
category. 

(1) The Department will use each nursing facility's cost reports in the 
NIS database to make the following computations: 
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( i )  The total resident care cost for each cost report will be divided 
by the total facility CMI from the available February 1 picture date 
closest to the midpoint of the cost report period to obtain case-mix 
neutral total resident care,cost for the cost report year. 
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(ii) The case-mix neutral total resident care cost for each cost 
report will be divided by the total actual resident days for the cost 
report year to obtain the case-mix neutral resident care cost per 
diem for the cost report year. 

(iii) For year 2 of implementation, using the NIS database in 
accordance with 51187.91(1)(ii), the Department willcalculate the 
two year arithmetic mean of the case-mix neutral resident care cost 
per diem for each nursing facility to obtain the average case-mix 
neutral resident care cost per diem of eachnursing facility. Using 
the NIS database inaccordance with §1187.91(1)(iii), 
subparagraph (iv) applies. 

(iv) For year 3 of implementation and thereafter, the Department 
will calculate the 3-year arithmetic mean ofthe case-mix neutral 
resident care cost per diem for each nursing facility to obtain the 
average case-mix neutral resident care cost per diem of each 
nursing facility. 

(2) The average case-mix neutral resident care cost per diem for each 
nursing facility will bearrayed within the respective peer groups, and a 
median determined for each peer group. 

(3) The median of each peer group will be multiplied by 1.17, and the 
resultant peer group price assigned to each nursing facility in the peer 
group. 

(4) The price derived in paragraph (3) for each nursing facility will be 
limited by $1187.107 (relating to limitations on resident care and other 
resident related cost centers) and the amount will bemultiplied each 
quarter by the respective nursing facility MA CMI todetermine the nursing 
facility resident care rate. The MA CMI picture date data used inthe rate 
determination are as follows: July 1 rate - February 1picture date; 
October 1 rate - May 1 picture date; January 1 rate - August 1 picture 
date; and April 1 rate - November 1 picture date. 

(b) Using the NIS database in accordance with thissubsection and s1187.91 
(relating to database), the Department willset prices for the other resident related cost 
category. 

(1) The Department will useeach nursing facility’s cost reports in the NIS 
database to makethe following computations: 

52 




(i) The total other resident related cost for each cost report will be 
divided by thetotal actual resident days for the cost report year to 
obtain the other resident related cost per diem for the cost report 
year. 

(ii) For year 2 of implementation, using the NIS database in 
accordance with s1187.91(l)(ii), the Department will calculate the 
two year arithmetic mean of theother resident related cost for each 
nursing facility to obtain the average other resident related cost per 
diem of each nursing facility. Using the NIS database in 
accordance with §1187.91(1)(iii), subparagraph (iii) applies. 

(iii) For year 3 of implementation and thereafter, the Department 
will calculate the three year arithmetic mean of theother resident 
related cost for each nursing facility to obtain the average other 
resident related cost per diem of each nursing facility. 

(2) The average other resident related cost per diem for each nursing 
facility will be arrayed within the respective peer groups and a median 
determined for each peer group. 

(3) The median of each peer group will be multiplied by 1.12, and the 
resultant peer group price assigned to each nursing facility in the peer 
group. This price for each nursing facility will be limited by s1187.107 to 
determine the nursing facility other resident related rate. 

(c) Using the NIS database in accordance with this subsection and s1187.91, 
the Department will set prices for the administrative cost category. 

(1) The Department will use each nursing facility's cost reports in the NIS 
database to make the following computations: 

(i) The total actual resident days for each cost report will be 
adjusted to a minimum 90% occupancy, if applicable, in 
accordance with $1187.23 (relating to nursing facility incentives 
and adjustments). 

(ii) The total allowable administrative cost for each cost report will 
be divided by the totalactual resident days, adjusted to 90% 
occupancy, if applicable, to obtain the administrative cost per diem 
for thecost report year. 
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